Threshold Estimates and Hypothesis Tests
Retail price pass-through is one of the most important issues facing manufacturers of consumer packaged goods. Manufacturers would prefer retailers to completely pass-through trade deals to consumers. At the same time, they would rather retailers not pass-through wholesale price increases to consumers. Asymmetric pass-through between rising and falling wholesale prices (e.g. "rockets and feathers") is commonly thought to result from retailers exercise of market power, while recent theoretical work argues that this conventional phenomenon may instead be due to consumer search behaviors and retailers rational responses.
Most empirical literature consider retailer response to negative wholesale price change (i.e. trade promotions) and not upward movements in wholesale prices as well. In this study, we offer a treatment of pass-through that is relevant to both wholesale price discounts and price increases.
1. Our results that are contrary to the conventional wisdom.  Market power cause retail prices to fall quickly and rise slowly  Consumer search costs cause retail prices to rise quickly and fall slowly precisely the "rockets and feathers" phenomenon 2. Deal pass-through can be expected to be higher among more powerful retailers, and those that offer a low search-cost environment. 3. Manufacturers and wholesalers interested in improving passthrough performance would be well served to consider ways in which they can reduce consumer search costs.
Our objective is to explain why the pass-through rate for trade promotions and increased wholesale prices tend to be generally less than complete.
We test whether incomplete pass-through is due to consumer search behavior or market power
We apply our test to wholesale and retail breakfast cereal price data for five retailers in the Los Angeles MSA market over a 156 weeks. 
